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Preface

The Energy Information Administration (EIA) prepares quarterly short-term energy supply, demand, and
price projections for publication in January, April, July, and October in the Outlook.

The forecast period for this issue of the Outlook extends from the first quarter of 1997 through the fourth
quarter of 1998. Values for the fourth quarter of 1996, however, are preliminary EIA estimates (for
example, some monthly values for petroleum supply and disposition are derived in part from weekly data
reported in EIA’s Weekly Petroleum Status Report) or are calculated from model simulations that use the
latest exogenous information available (for example, electricity sales and generation are simulated by using
actual weather data). The historical energy data, compiled in the first quarter 1997 version of the Short-
Term Integrated Forecasting System (STIFS) database, are mostly EIA data regularly published in the
Monthly Energy Review, Petroleum Supply Monthly, and other EIA publications. Minor discrepancies
between the data in these publications and the historical data in this Outlook are due to independent
rounding. The STIFS database is archived quarterly and is available from the National Technical
Information Service.

The STIFS model is driven principally by three sets of assumptions or inputs: estimates of key
macroeconomic variables, world oil price assumptions, and assumptions about the severity of weather.
Macroeconomic estimates are produced by DRI/McGraw-Hill but are adjusted by EIA to reflect EIA
assumptions about the world price of crude oil, energy product prices, and other assumptions which may
affect the macroeconomic outlook. By varying the assumptions, alternative cases are produced by using
the Short-Term Integrated Forecasting System (STIFS).
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Highlights

Oil Prices
Downward

Distillate Stocks at Record
Lows; Higher Retail Prices

Expected to Continue

Natural Gas Production
Rising in Response to
Higher Prices and Demand

However, Gas Wellhead
Prices Should Rise Sharply

This Winter

Electricity Demand
Growth to Slow in 1997

and 1998

Electricity Sector Coal
Consumption Slower in

1997, Quickening in 1998

Trend

World oil prices are expected to settle down from current high levels
to average between $21 and $21.50 per barrel in 1997 and 1998. An
average decline of about $1 per barrel is seen between the fourth
quarter of 1996 and the first quarter of 1997, particularly since Iraqi
crude oil is now flowing into the world market. A decline is less
likely if winter turns abnormally cold in the weeks ahead. Despite
the expected short-term decline in prices, these projections represent
an upward revision in average price forecasts from previous reports.
Strong world oil demand and relatively low inventories have kept
persistent pressure on spot prices in recent months.

Distillate (heating oil and diesel fuel) stocks have been well below
year-ago levels so far this heating season, although recent, relatively
mild, weather in the Northeast has alleviated the situation somewhat.
Residential heating oil prices for the fourth quarter of 1996 averaged
$1.05 per gallon, 16 cents per gallon above that quarter in 1995.
Assuming normal weather for the first quarter of 1997, these prices
are expected to be $1.06 per gallon, 10 cents higher than the same
period in 1996. Severe weather could result in significant additional
increases.

The decline in natural gas production capacity which began in 1986
has been clearly reversed in 1996 mainly due to new discoveries in
the Gulf of Mexico Outer Continental Shelf. Dry gas production is
expected to increase through the forecast period, due to wellhead
prices averaging $2 per thousand cubic feet from 1996 to 1998, as
well as expected growth in natural gas demand and continuing
improvements in production technology.

Despite the rapid natural gas stockbuild this summer, the early
winter weather, especially in the Midwest, slowed down the storage
build and sent gas spot prices soaring. Although the composite
wellhead price is not as volatile as the spot price, there could be a
substantial wellhead price rise this winter of about 60 cents per
thousand cubic feet compared with last winter.

In 1996, total electricity demand growth is estimated at 2.8 percent.
In 1997, demand is expected to grow more slowly due mainly to
expectations of normal weather, but pick up in 1998 due to continued
economic growth.

In 1997, electricity sector demand for coal is expected to grow more
slowly than the 3.9 percent seen in 1996 as a result of slower growth
in electricity demand. Declines in hydroelectric generation will lead
to higher growth in coal demand by the electricity sector in 1998.
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Table HL1.  U.S. Energy Supply and Demand Summary

Year Annual Percent h
Price age Change
Case" 1995 J 1996 T 1997 I 1998 1995-1996 1996-1997 i 1997-1998
Real Gross Domestic Product (GDP)
(billion chained 1992 dollars)® ...................... Mid 6739 6904 7059 7215 24 22 22
Imported Crude Qil Price Low 18.28 17.99 -11.1 -1.6
(nominal dollars perbarrel) ......................... Mid 17.15 2057 21.04 21.45 19.9 2.3 1.9
High 23.79 24.92 15.7 47
Petroleum Supply
Crude Oil Production © Low 6.17 5.86 -4.8 -5.0
(million barrels perday) . .......... . .ot Mid 6.56 6.48 6.35 6.15 -1.2 2.0 -3.1
High 6.53 6.43 0.8 -1.5
Total Petroleum Net Imports (including SPR) Low 9.26 10.01 102 11.1
{milion barrels perday) .............. . ... 0. Mid 7.89 8.40 8.91 9.30 6.5 6.1 4.4
High 8.64 8.85 2.9 24
Energy Demand
WorldPetroleum .. ... Mid 70.2 71.9 73.4 752 24 2.1 25
Petroleum Low 18.53 19.11 1.6 3.1
(million barrelsperday) ............. ... ... .. ... Mid 17.72 18.23 18.36 18.69 2.9 0.7 1.8
High 18.25 18.50 0.1 1.4
Natural Gas Low 22.32 22.43 0.4 0.5
{trilion cubicfeet) ........ ... .. ... . i Mid 21.58 22.24 22.55 23.06 3.1 1.4 2.3
High 22.54 23.08 1.3 2.4
Coal
{million shorttons) .............c.civiriiininnann. Mid 959 990 992 1007 3.2 0.2 1.5
Electricity (billion kilowatthours)
Utility Sales @ . ... e Mid 3009 3093 3117 3157 2.8 0.8 1.3
Nonutifity OwnUse® .......... ... ... ... ..... Mid 158 162 166 169 25 2.5 1.8
Total . Mid 3167 3255 3282 3327 2.8 0.8 1.4
Adjusted Total Energy Demand '
{Quadrillion Btu) . ......... ...t Mid 90.6 93.3 93.6 95.1 3.0 04 1.6
Adjusted Total Energy Demand per Dollar of GDP
(thousand Btu per 1992 Dollar) . ..................... Mid 13.44 13.52 13.27 13.19 0.6 -1.8 0.6
Renewable Energy as Percentof Total ................ Mid 7.5 7.8 7.3 7.2

*Refers to the refiner acquisition cost (RAC) of imported crude oil assumed for the scenario depicted. In all cases on this table, the mid-macroeconomic case and
normal weather are used.

®In accordance with the January 1996 revisions of the National Income and Product Accounts by the Bureau of Economic Analysis, macroeconomic measures have
been changed from fixed-weighted to chain-weighted, and base year has been changed from 1987 to 1992.

‘Includes lease condensate.

“Total annual electric utility sales for historical periods are derived from the sum of monthly sales figures based on submissions by electric utilities of Form EIA-826,
“Monthly Electric Utility Sales and Revenue Report with State Distributions.” These historical values differ from annual sales totals based on Form EIA-861, reported in
several EIA publications, but match alternate annual totais reported in ElA's Electric Power Monthly, DOE/EIA-0226.

°*Defined as the difference between total nonutility electricity generation and sales to electric utilities by nonutility generators, reported on Form ElA-867, "Annual
Nonutility Power Producer Report." Data for 1996 are estimates.

‘The total energy demand concept shown here is that presented as total consumption in Energy Information Administration, Annual Energy Review 1995 (AER),
DOE/EIA-0384(95), Tabie 1.1. The conversion from physical units to Btu is calculated by using a subset of conversion factors used in the calculations performed for
gross energy consumption in Energy Information Administration, Monthly Energy Review (MER). Consequently, the historical data may not precisely match those
published in the MER or the AER.

SPR: Strategic Petroleum Reserve.

Notes: Minor discrepancies with other published EIA historical data are due to independent rounding. Historical data are printed in bold; forecasts are in italic. The
forecasts were generated by simulation of the Short-Term Integrated Forecasting System.

Sources: Historical data: Energy Information Administration, Monthly Energy Review, DOE/EIA-0035(96/11); Petroleum Supply Monthly, DOE/EIA-0109(96/11),
Petroleum Supply Annual 1996, DOE/EIA-0340(96)/2; Natural Gas Monthly, DOE/EIA-0130(96/10); Electric Power Monthly, DOE/EIA-0226(96/11); and Quartery Coal
Report, DOE/EIA-0121(96/1Q). Macroeconomic projections are based on DRI/McGraw-Hill Forecast CONTROL1196.
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Outlook Assumptions

Figure 1. U.S. Monthly Crude Oil Prices
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Sources: First Quarter 1997 STIFS database and Energy Information

Administration, Energy Markets and Contingency Information Division. Details
provided in Figure References Section.

World Oil Prices

This forecast includes the implementation of
Iraqi humanitarian oil sales approved by the
United Nations in December. The addition of
approximately 600,000 barrels per day of Iraqi
exports is expected to cause world oil prices to
fall $1 to $2 per barrel from what they would
have been otherwise.

Our current mid-price projection calls for a
settling down of prices from the curent
relatively high levels to average between $21-
$21.50 per barrel in 1997 and 1998. This
represents an upward revision from previous
projections and is based on the evident
persistent pressure on spot prices from strong
world demand and relatively low inventories.
Although the flow of Iraqi crude should ease
current high prices, abnormally cold weather
in the weeks ahead could delay the decline.

The high and low price cases illustrated in
Figure 1 represent a typical uncertainty range
around our base case forecast.

Economic Outlook

U.S. Gross Domestic Product (GDP) is
expected to average 2.2 percent growth in 1997

Figure 2. U.S. Macroeconomic Indicators
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Sources: First Quarter 1997 STIFS database, U.S. Commerce Department,
and Federal Reserve Board. Details provided in Figure References Section.

and 1998. Growth in disposable income
should reach 2.7 percent in 1997 and 2.2
percent in 1998 (Figure 2 and Table 1).

Inflation should remain moderate over the
next few years. Commodity prices have
increased, but only for agricultural products
and oil. Consumer price inflation is expected
to be 2.3 percent in 1997 and 1998.

Manufacturing production growth slows in
1997, to 2.9 percent, as investment and export
growth continue to slow. In 1998,
manufacturing production growth rebounds,
attaining 3.7 percent growth as export growth
increases. Total employment will increase
slowly over the forecast.

Weather Assumptions

For the mid-case, heating and cooling degree-
days are assumed to follow historical norms in
the forecast period. This results in winter
1996/97 being about 4 percent warmer than
last winter (Table 1).
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